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KEY ECONOMIC INDICATORS: TUNISIA 


(values in US © million except where noted) 


1983/84 % of Change in 
Est. dinars (based on 


1983 1984 exchange rates at left) 
Exchange rate: US $1.00 -6711 7692 


Tunisian Dinar $1.49 $1.30 


INCOME, PRODUCTION, INVESTMENT 


GDP at Constant 1980 Prices* 5833.4 5369.0 5044.5 
Agriculture & Fishing 734.6 715.0 659.6 
Mining & Energy 702.1 604.2 543.9 
Manufacturing 777.8 742.4 729.0 
Construction & Public Works 634.3 566.0 517.0 
Transport & Telecommunications 294.8 286.3 283.1 
Tourism 180.6 152.8 147.0 
Commerce & Other Services 1068.3 985.0 6.4 
Government Services 661.6 600.6 566.4 
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GDP at Current Prices 8224.8 8164.0 8201.0 
Gross Investment, Current Prices 2428.7 2470.0 2336.4 
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Government Budget, Current Prices 2585.6 2932.2 2661.5 
- Operations 1415.7 1534.7 1393.0 


- Capital 1169.9 1397.5 1268.5 


Per Capita GNP, in Current Dollars 1190.2 1166.3 1177.4 
MONEY AND PRICES 
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Money Supply (year end) 2463.9 2496.0 2513.4 


Price Indices (annual average) 
- Consumer (1977 - 100) 168.7 182.3 196.5 


- Wholesale (1970 - 100) 278.9 301.2 331.3 


BALANCE OF PAYMENTS AND TRADE 


Exports f.0.b. 1881.3 1813.5 1787.8 
- to U.S.** 393.8 278.9 263.3 
Imports, c.i.f. 3152.8 3087.5 3026.5 
- from U.S.** 291.3 224.8 £35 ot 
Trade Balance -1271.5 -1274.0 -1238.9 
Net Services 386.8 351.0 383.5 
- Tourism Receipts 579.9 494.0 501.5 
Net Transfers 106.5 58.5 41.3 
- Workers Remittances 363.3 344.5 336.3 
Current Account -621.9 -715.0 -666.7 
Net Foreign Exchange Reserves (year end) 375.5 348 .8 318.1 
Outstanding External Debt 4069.4 4857.0 5524.4 


*Note: Constant prices at annual average exchange rates. 


**Note: USDOC figures differ due to difference in accounting methods. 


Sources: Ministry of Plan and Finance, Budget Economique 1984 and Statistiques d 
Commerce Exterieur; Central Bank, Statistiques Financieres. 


Main Exports to U.S. - Crude Oil 


Main Imports from U.S. - Military Hardware, Cereals, Heavy Equipment 





SUMMARY 


The Tunisian economy showed mixed results in 1984, Agriculture and 
manufacturing posted substantial gains, but output in the sectors upon which 
Tunisia depends for foreign currency earnings -- phosphates, petroleum and 
tourism -- was down. Agriculture and manufacturing should continue to gain 
in 1985, and tourism -- which has declined steadily since 1981 -- should 
show marked improvement. However, the effect of dollar strength on 
Tunisia's debt service burden, and continued stagnation in oil, phosphate 
and chemical production will attenuate the positive influence of economic 
growth on the country's current account. 


PART A. CURRENT ECONOMIC SITUATION AND TRENDS 


1984 IN REVIEW 


The year began badly, when a government decision to rescind costly subsidies 
to consumption of grain products sparked vigorous protest in many Tunisian 
cities. The decision was promptly revoked by President Bourguiba, however, 
and the economic effect of the rioting and of the reinstated subsidies has 
not been as great as was initially feared. Better weather conditions and 
increased farmgate prices stimulated agricultural production, although the 
country continued to rely heavily on imports to meet food needs. Output of 
manufactures also increased as new factories came on-line. Phosphate and 
petroleum production both dropped slightly, after a good year in 1983, and 
tourism earnings continued to decline, 


Exports grew by more than ten percent, for the second straight year, but 
government efforts to reduce rapid growth in the import bill -- largely 
successful in 1983 -- did not fare so well in 1984. As a result, imports 
continue to outstrip exports, financed by an ever larger external debt. 
Total debt as a percentage of gross domestic product reached 48.7 percent in 
1984, up from 45 percent of GDP in 1983. Although the strength of the 
dollar relative to the dinar boosted the value of Tunisia's major, 
dollar-denominated exports, its effect on the debt service burden was less 
salutary. Nonetheless, the country's credit rating remains high. A 
Eurodollar loan solicited in 1984 was oversubscribed, and a second 
syndication through an Arab bank was arranged to absorb the surplus of 
credits offered. Capital flows from the Gulf were still an important source 
of financing for investment projects in 1984 and show no signs of abating in 
1985, 


Government figures indicate that the inflation rate was held to 8.1 percent 
in 1984, below the 8.5 percent target level. The government was less 
successful in meeting job creation goals, however. Of the nearly 100,000 
workers entering the labor force in 1984, only 43,000 found work, well short 
of the 60,000 new jobs per year called for under the current economic plan. 
About 47,000 new jobs are expected for 1985, and the continuing shortfall in 
demand for labor relative to supply remains one of Tunisia's major concerns. 





RECENT POLITICAL DEVELOPMENTS : 


The civil disturbances of January 1984 underlined the need for continued 
political liberalization as a safety valve for popular discontent. However, 
the opposition political parties legalized in 1982-83 have found it 
difficult to compete with the ruling Destourian Socialist Party (PSD). 
Efforts to organize an opposition slate for the May 1985 municipal elections 
were stymied by a variety of tactics, and all opposition parties agreed to 
boycott the elections in protest. The two organizations enjoying the most 
grassroots support are the General Union of Tunisian Workers (UGTT) and the 
Islamic Tendency Movement (MTI). The former -- principal umbrella 
organization of Tunisian labor -- strongly opposes government measures to 
link future wage increases to increased labor productivity, but has 
refrained from open confrontation for fear of tipping the scales toward more 
hardline factions within the PSD. The MTI on the other hand has been denied 
legal recognition, and its membership faces the constant threat of 
imprisonment. 


Tunisia continues to cooperate closely with Algeria; trade and security 
agreements between the two countries proliferated rapidly in 1984. 

Relations with Libya vary according to the actions and public statements of 
that country's mercurial leader. Signature of the Oudja accord between 
Libya and Morocco heightened Tunisia's concerns and briefly threatened to 
impair Tuniso-Moroccan relations. Tunisian efforts to convoke a Maghreb 
summit foundered on disagreement between Algeria and Morocco over settlement 


of the Polisario question. Relations with Western Europe are becoming more 
difficult as a result of increasing European protectionism and the threat to 
Tunisia's traditional markets posed by the entry of Spain and Portugal into 
the EEC. 


On the whole, Tunisia continues to distinguish itself as a relatively stable 
and industrious middle-income nation pursuing a moderate, low-key foreign 
policy. 


GDP GROWTH 


Real gross domestic product grew by 5.5 percent in 1984, meeting the 
government 's target rate for the year. An 11.7 percent growth rate in 
agricultural output -- sparked by good weather and increased farmgate prices 
-- contributed greatly to the overall increase in GDP. Manufactures also 
performed well (up 9.4 percent) led by a production boom in the automobile 
industry due to opening of a new vehicle assembly plant. Manufactures of 
electrical and electro-mechanical equipment for domestic consumption 
continued to increase, and the government is now seeking to encourage export 
of such products. Tunisia is also looking to export construction materials; 
heavy investment in this sector has led to excess productive capacity 
despite continued growth in local demand. 





Tunisia's export industries -- mining, chemicals, petroleum, textiles and 
tourism -- did not fare nearly so well as domestic industries in 1984, 
Maintenance problems, water shortages, and disruptions during the January 
riots resulted in a 7.7 percent drop in phosphate output, after a very good 
year in 1983. Mining of iron, lead, zinc, and barytine continued to 
decline, plagued by ancient equipment and depletion of quality deposits, 
Only spath flouride marked an increase, up 30 percent to 44,300 tons. 


Fertilizer production dropped ten percent in 1984, for a variety of reasons 
including a decline in both supply and quality of phosphate rock. 
Production of crude oil was expected to drop by five percent but actually 
fell by less than one percent, as output from the El Borma field continued 
unanticipated growth and new small fields were developed, partially 
offsetting sharp declines in the Astarte and Tazerka offshore fields. 
Refinery production reached 1.54 million tons, up five percent. Domestic 
refining met about 50 percent of Tunisia's demand for refined petroleum 
products. 


Manufacture of textiles grew by only 2.4 percent as continuing labor 
problems, aging equipment and a slowdown in foreign investment began to take 
their toll on the industry. Tourism--an important source of foreign 
exchange--declined for the third straight year, with earnings off 7.2 
percent. The drop in earnings continued despite growth in capacity and an 
increase in the number of Algerian, Libyan and even European tourists. 


INVESTMENT 


Investment once again exceeded the target figure set by government planners 
and was up by nearly nine percent in constant dinar terms. Transportation 
and water conservation projects moved ahead more rapidly than anticipated in 
1984, while the value of several other projects appreciated as a result of 
exchange rate fluctations. In addition, residential construction exceeded 
government expectations by more than 2000 units. Nominal investment reached 
$2.5 billion and comprised 30.8 percent of GDP. Real investment in 
non-manufacturing industries grew by 22.5 percent spurred by investment in 
electrical production/transmission (up 50.6 percent) and hydrocarbon 
exploration (up 16.1 percent). The number of meters of exploratory drilling 
rose by 21 percent compared with 1983 figures. Real investment in mining 
and in public works remained virtually unchanged. Investment in 
non-manufactures accounted for 22.2 percent of total investment on the year. 


Agricultural investment rose 8.4 percent and represented 15 percent of total 
investment, exceeding planning goals. Real investment in manufactures 
dropped 6.5 percent, reflecting market conditions and overcapacity in the 
food processing, construction materials, chemical and textile industries. 
The one bright spot was investment in the electro-mechanical sector, up ten 
percent fueled by strong domestic demand and protective import restrictions. 





Investment in both tourism and transportation services was up by just over 
12 percent, while spending on residential construction grew 7.6 percent in 
real terms. Government spending on health care facilities increased 45.3 

percent; sewerage infrastructure, 15.7 percent; and education, 2.3 percent. 
Employment generated by new investment once again failed to reach Five-Year 


Plan target figures, indicating a propensity toward capital-intensive 
investment. 


BALANCE OF PAYMENTS 


In 1984, Tunisia had hoped to build on 1983's effort to reduce the rate of 
growth in the country's account deficit. However, efforts to control 
imports -- generally effective in 1983 -- foundered due to large imports of 
essential capital goods for ongoing investments and of foodstuffs in the 
wake of 1983's poor harvests. Meanwhile, export promotion has been stymied 
by low demand on world markets for Tunisia‘s primary products and by the 
variable quality of the country's secondary and tertiary production. Value 
of net hydrocarbon exports dropped by 3.6 percent (from $501.5 Million in 
1983 to §483 million in 1984) as a result of a slight drop in oil prices 
worldwide. Phosphate sales dropped 3.6 percent in volume and five percent 
in dollar value on the year as production difficulties and an unanticipated 
drop in countertrade left the country well short of its export goals. 
Dollar value of textile exports dropped from $394.9 million to $341 million, 
down 13.6 percent, due to sluggish demand and protectionist measures in 
Europe, Tunisia's most important market for textiles. On the bright side, 
exports of food products -- citrus, olive oil, vegetables and dates -- rose 
to $178.1 million, up 39.4 percent over 1983 exports. 


The net result for 1984 was a trade deficit of $1.274 billion, up 14.8 
percent from the previous year. A $13 million drop in tourism earnings, 
declining remittances from Tunisians working abroad ($344.5 Million) and 
diminished capital earnings abroad ($45.5 million) were partially offset by 
a slight drop in most transfer debits ($377 Million). Nonetheless, 
Tunisia's net transfer surplus declined by 45 percent, to $58 .5 million. 


This brought the deficit on current account to $715 million, up 15 percent 
from 1983. 


Preliminary figures show service on external debt at $696 million in 1984, 
on a total debt of $4.9 billion, including indebtedness for military 
modernization. Foreign debt increased by six percent in 1984 and 
represented 59.5 percent of GDP. The ratio of debt service to exports net 
of energy imports reached 27.6 percent, up from 23.4 percent in 1983, 
Tunisia's external capital requirement for 1984 was $1.03 billion. This 
requirement was met through direct investment of $260 million (down six 
percent from 1983 in dollar value), long-term credit of $260 Million (down 
three percent), medium-term credit of $481 million (up 11.3 percent), and 
grants totalling $26 million (up 1.5 percent). 





PUBLIC FINANCE 


The government 's budget deficit rose sharply in 1984, in large measure 
attributable to the increasing cost of subsidies to consumption of grain 
products. The deficit reached $653.9 million, representing eight percent of 
GDP, up nearly 61 percent over that of 1983. Operating expenses actually 
dropped slightly but direct investment rose 22.2 percent, to $629.7 

million. Financial operations, including subsidies to state enterprises, 
cost the government $47.4 million, up 18.6 percent, while debt service 
reached $293.8 million, a 15.3 percent increase. Subsidies on staple 
consumables cost $127.4 million. Fiscal receipts totalled $1.6 billion 
(down two percent), while non-fiscal earnings were $571.1 (up one percent). 
The budget deficit was financed by domestic borrowings of $399.1 million (up 
43.2 percent), foreign government lending of $75.4 million (up 37.1 
percent), borrowing on international markets of $88.4 million (up 18.7 
percent), and cereals credits from the U.S. of $91 million. 


PRICES, WAGES AND EMPLOYMENT 


The government declared a moratorium on wage increases in 1984, Substantial 
pay hikes in 1981 and 1982 had resulted in double digit inflation for the 
first time since independence. With a modest increase averaging ten percent 
in 1983, the government felt that it could best meet its obligation to 
conserve the purchasing power of the public by reining in inflation. The 


consumer price index rose 8.1 percent in 1984, within the 8.5 percent target 
figure set by the country's economic planners. However, the basket of goods 
used to calculate the CPI has been criticized for overemphasizing items 
whose prices are kept low by government subsidies, and it is argued that a 


10.5 percent increase in the 1989 cost of living would be a more reasonable 
figure. 


Unemployment remains a major concern for Tunisia, and job creation plays a 
key role in all macroeconomic decisions. Employment in all sectors of the 
economy is growing more slowly than anticipated, and the government's goals 
of 50,000 new jobs per year during the Sixth Five-Year Plan (1982-1986) has 
yet to be reached. To date only 125,000 jobs have been created, 43,000 of 
them in 1984, Meanwhile, the government estimates that 187,000 people have 
entered the labor force (other estimates place the figure nearer 300,000). 
Emigration provided 25,000 jobs -- 16,000 in 1982; 7,000 in 1983; and only 
2,000 in 1984 -- and does not look to be a major source of employment in the 
future. Unemployment among 18-59 year-old males in 1984 exceeded 19 
percent; if women seeking work and the temporarily employed are counted, the 
figure is closer to 30 percent. 





OUTLOOK FOR 1985 


The Tunisian economy is likely to improve somewhat in 1985. Early 
indications are that agricultural production will increase again, due to 
more and better distributed rainfall early in the year. Tourism earnings 
should also be up substantially over those of the last several years. Price 
increases in competitor countries such as Spain and Greece have contributed 
to a tourism boom in the first half of 1985 which, if sustained, will mean a 
record year for the tourism industry. Oil and phosphate output will hold 
steady, though price and exchange rate fluctuations could lead to slightly 
lower earnings. Declining dollar strength towards year-end should reduce 
the dinar cost of servicing foreign debt and foreign reserves should build 
up to more nearly normal levels by year end. Yielding to ‘ncreasing 
pressure for wage increases could impact on foreign reserves however. Wage 
increases would certainly exacerbate the rate of inflation and would also 
mean falling even further behind Sixth Plan employment goals. 


GDP GROWTH 


GDP growth in 1985 is expected to be slightly lower than in 1985 -- 3.5 
percent as opposed to 5.5 percent -- but more balanced. Although 1985 
should be a good year for agriculture, the rate of growth will slow relative 
to the big jump in output achieved in 1984. Hydrocarbon production is also 
likely to be lower than in 1984; sharp declines in output from the offshore 
Astarte and Tazerka fields will be only partially offset by production from 
small, new: fields being brought on-line. Once again, production at 
Tunisia's oldest and largest field, El Borma, will be the crucial 


determinant; output from this field is expected to show a marginal increase 
in 1985. 


Strong domestic demand and anticipated growth in external demand -- expected 
to account for 40 percent of total growth in GDP, as opposed to only 15 
percent in 1984 -- should spur an average 4.8 percent growth rate (all 
figures in real terms) in other sectors. Growth in manufactures should be 
up 8.2 percent, led by a projected take-off in chemical and textile exports, 
and by continued strong domestic demand for electro-mechanical products and 
construction materials. Output of the latter industry is likely to rise by 
10.8 percent as the new cement plant at Jebel Oust and the lime factory at 
Thala come into full production. A new super triple phosphate plant at 
Gafsa will contribute to a projected 16.8 percent hike in chemical 
production, after a bad year in 1984. The electro-mechanical industry will 
benefit from completion of the Geneial Motors-Isuzu automobile factory at 
Kairouan and completion of a diesel engine plant at Mateur. The textile 
industry -- plagued by labor disputes and slumping international markets -- 
is projected to increase production by 6.1 percent, although this estimate 
may be over-optimistic. 





Non-manufacturing industry output should drop by about one percent due to a 
slowdown in construction/public works as major projects reach completion, 
and to a decline in oil output. Oil production is expected to be only 5.14 
million metric tons in 1985, down 3.4 percent from 1984. Mining production 
will be up 3.8 percent as 1984's labor and production problems in the 
phosphate mines have been resolved. Mining of other minerals will continue 
to stagnate due to played out reserves and outmoded equipment. Service 
sector output is likely to increase by 4.7 percent on the strength of a six 
percent jump in tourism, a 34 percent increase in volume of Algerian gas 
transitting Tunisia, and healthy gains in other transport and 
telecommunications services. 


INVESTMENT 


Nominal investment is expected to be $2.34 billion in 1985, about 28.5 
percent of GDP. On-going projects will absorb $1.9 billion of that amount, 
with the remaining $442.5 million going to new projects. Real investment 
should actually drop slightly, a healthy anti-inflationary trend. 

Investment in transport and telecommunications will decline 22.8 percent to 
$250 million, investment in construction materials will be down 27.7 percent 
to §92 million, chemical industry investment will be off 35.5 percent at 
$74.3 million, and investment in electrical infrastructure will drop 33 
percent to $126.3 million, all the result of completion of major projects as 
the end of the Sixth Five-Year Plan approaches. 


Agricultural investment will accelerate, growing by 11.1 percent to $419 
million, of which 147.5 million will be for new projects. Over half of 
total agricultural investment will be for infrastructure, including on-going 
hydraulics projects such as the Mejerda Canal and the Siliana dam. 
Irrigation projects will account for $99 million of total expenditure and 
animal husbandry, $50 million. 


Investment in manufactures will be roughly $413 million, with the largest 
share ($125 million) spent on the electro-mechanical industry. Investment 
in other manufactures will either drop (chemicals and construction 
materials) or remain more or less at 1984 levels. Tunisia will invest $47.2 
million in food processing, $43.7 million in leather production, and $30.7 
million in other manufactures. 


Expenditures on oil and gas exploration should reach $236 million in 1985, 
and will make up 51 percent of total investment in non-manufacturing 
industries. $28.3 million will be spent on various phosphate projects, 
including preliminaries for start-up of new mines at Sra Ouertane and Mzinda 
Djellabia. Tunisia will invest $66.1 million in potable water 
production/distribution and $126.3 million in production and distribution of 
electricity. Total spending on non-manufactures should drop by 11.4 percent 
to $486.2 million. 





Investment in tourism will hold steady at $118 million due to current 
overcapacity in the industry. Residential construction will take up £436 .6 
million, or 54 percent of total investment in services. This represents an 
increase of 5 percent over historically high 1984 spending on housing 
construction. Investment in government services will remain at about $200 
million. 


BALANCE OF PAYMENTS 


Exports are expected to increase by ten percent in nominal dinar terms, 
virtually unchanged from 1984 in dollar figures primarily due to an 
anticipated 11 percent drop in petroleum earnings as prices continue to 
slide and output slows. Value of all exports should total $2.8 billion. 
Export of phosphate and derivative chemicals will increase by about ten 
percent on the strength of new countertrade agreements and resolution of 
production problems which plagued the industry in 1984. Agricultural 
exports will be up by two or three percent, to $177 million. Tourism 
earnings will be up by the same percentage to nearly half a billion dollars, 
the first increase in three years and an important boost for Tunisia's 
foreign earnings. Value of other services exported including earnings from 
the Algerian-Italian gas pipeline should reach $550 million, an increase of 
4.9 percent. Electro-mechanical exports will be up slightly at a projected 
value of $94.4 million, and textile exports are likely to reach $372 
million, up 2 percent in dollar terms. 


Imports (FOB) should total $3.46 billion, a decline of two percent over 1984 
in current dollars. The acceleration of development project purchases which 
pushed up spending on imports in 1984 will contribute substantially to this 
decrease. Imports of capital equipment will total only $755 million in 
1985, down from $806 million in 1984, Slow but relatively steady removal of 
subsidies to consumption are expected to aid in keeping imports of consumer 
items under the target figure of $960 million, a drop in dollar value of 2.5 
percent. Postponement of expected consumer price inceases and a possible 
wage increase in early summer could push the bill for imported consumer 
goods to over one billion dollars. Even so, this will represent a slowdown 
in the growth rate of consumer imports. Increased local energy prices 
should lead to an eight percent decline in the dollar value of energy 
imports, from $429 million in 1984 to $395.3 million in 1985, mostly for 
refined petroleum products. This estimate assumes considerable elasticity 
of demand for energy. Imports or raw materials and semi-finished goods are 
Slated to increase by roughly one percent as a result of plans for a large 
(150,000+ tons) purchase of sulfur for the chemical industry and increased 
imports of semi-finished goods for the textile industry. 


The trade deficit is projected to fall from $1.274 billion to $1.238 
billion, a drop of three percent entirely due to dollar strength relative to 
the dinar. In dinar terms the deficit is expected to increase only slightly 
assuming need for fewer imported capital goods than in 1984 and greater 
effectiveness in promoting exports. The rate of coverage (ratio of exports 





to imports) will rise from 78.1 percent to 79.6 percent in dinar terms under 
the above assumptions. A portion of the trade deficit will be offset by a 
net transfer surplus of $40.3 million, down from $58.5 million in 1984 due 
to a continuing real decline in worker remittances and an increase in debt 
service (up 7.6 percent to $224.3 million). Based on the above figures, the 
deficit on current account should be $666.7 million, down from $715 million 
in 1984 and essentially unchanged in dinar values. 


To cover the current account deficit and other capital costs, Tunisia will 
require $1.03 billion in foreign capital in 1985, virtually unchanged in 
dollar terms from that of 1984. The dinar cost of that capital will 
increase by 11 percent, however, because of dollar strength early in the 
year. This will be met by accelerated drawdown of existing long-term 
credits and increased medium-term borrowing. Grants are expected to total 
$23.6 million, down from $26 million in 1984, Foreign investment is 
unlikely to exceed $236 Million, a drop of 9.6 percent. Some 60 percent of 
foreign investment will be in oil exploration and development, with most of 
the remainder due to investment in tourism and flows to Arab development 
banks. Long-term loans are expected to increase 8.8 percent to $283.2 
Million. These will be topped off by $489.7 million in medium-term 
borrowing; medium-term credits will cover 47.7 percent of total capital 
requirements in 1985, up from 46.7 percent in 1984. Medium-term lending 
will be in the form of syndicated loans ($134.6 million), supplier credits 
($146.4 million) and lending for cereals purchases ($170 million). External 
debt will reach $4.03 billion, excluding debt incurred for military 
modernization, representing 48.7 percent of dinar-denominated GDP. The debt 
service ratio is expected to approach 21 percent of exports net of petroleum 
imports. 


PUBLIC FINANCE 


The government budget grew nearly three times as rapidly as GDP in 1984, due 
primarily to growth in subsidies to consumption. Operations of the Caisse 
Generale de Compensation, administrative agency for the subsidy program cost 
the government $326.3 Million in 1984, $129.4 million of which came directly 
from the operating budget and was attributable to grain subsidies reinstated 
in the wake of January's riots. Subsidies to ailing public sector companies 
and acceleration of the government's investment schedule also contributed to 
rapid budgetary growth. 


The government hopes to implement a zero-growth budget in 1985. Total 
public expenditure will be $2.9 billion, identical to the 1984 total. 
Operating expenses will be or billion, unchanged from the previous year. 
Subsidies to the Caisse de Compensation will drop to $98 Million as grain 
price subsidies are slowly reduced. Interest on government debt will cost 
$184.1 million, up from $169 million in 1984, while repayment of principal 
will be up eight percent to $318.7 million. Direct investment by the 
government will total $591.2 million down from $629.7 million the previous 
year. Loans and subsidies to public and parastatal enterprises should also 
drop sharply, from $474.5 million to $418.9 million. Tax and non-tax 
revenues should total $2.3 billion, leaving a budget deficit of $600 million 
to be financed primarily by internal borrowing. Government revenues will 
represent 27.8 percent of GDP in nominal dinar terms. 





PRICES, WAGES AND EMPLOYMENT 


Government attempts to reduce costly subsidies and to slow growth in 
consumption have resulted in strong upward pressure on prices. Inflation 
has been held in check (at about 10.5 percent per year) by judicious 
management of the money supply and by a firm policy of linking wage 
increases to increases in productivity. There were no wage hikes in 1984, 
and only minimal salary increases -- tied to increases in hours worked -- 
are expected in 1985. However, the government is under increasing pressure 
from labor organizations to raise wages by as much as 20 percent. Tunisia's 
leaders have argued that such a wage increase would be pro-inflationary and 
would also diminish demand for labor. With an estimated 65,000 new workers 
entering the labor force in 1985 (some estimates are as high as 100,000) and 
only 47,000 new jobs expected, a wage increase could only exacerbate 
Tunisia's unemployment rate, already in excess of 25 percent by unofficial 
estimates. 


Growth in the money supply will be held at eight percent, as compared with 
growth of 16 percent in 1984. Provided there are no significant wage 
inceases this should permit the country to bring inflation to below eight 
percent. Of the 47,000 new jobs to be created in 1985, 4,000 will be due a 
new rural integrated development program. Even with these new jobs, Tunisia 
will be running 60,000 jobs behind Sixth Plan employment goals, and 
employment continues to be the government *s overriding concern. 


DEVELOPMENT PLANNING 


Tunisia's Sixth Five-Year Plan (1982-1986) is nearing completion and 
preparations for the Seventh Plan (1987-1991) will begin in 1985. Sixth 
Plan efforts have been addressed at three broad policy goals -- employment 
creation, regional development (decentralization), and balance of payments 
equilibrium. The first year of the Plan fell far short of expectations in 
all three areas as Tunisia suffered from the effects of world-wide 
recession, drought, and production problems. Economic performance improved 
in 1983; however, not sufficiently to recoup 1982's losses. Growth and 
employment creation even fared better in 1984, but at the expense of balance 
of payments goals. Moving into the penultimate year of the Plan, Tunisia 
finds itself well short of its rather ambitious goals in all three key areas. 


Real growth averaged only 2.5 percent during the first three years of the 
Plan, contrasted with the 5.4 percent rate anticipated. Lower than expected 
growth and shrinking labor markets abroad resulted in creation of only 
125,000 new jobs domestically and placement of 25,000 workers abroad. This 
has left the country 37,000 jobs short of the 187,000 new jobs called for by 
the Plan, and as many as 150,000 jobs short of demand. Economic 
decentralization -- dependent on improved rural infrastructure, willingness 
of trained labor to remain in rural areas, and a degree of political 
decentralization -- has also lagged. Only 2,000 new jobs were created in 





rural areas in 1984; 4,000-5,000 are estimated for 1985, largely due to 
spending under a government rural integrated development program. Lower 
petroleum and phosphate prices, stagnating tourism earnings, and worker 
remittances combined with the adverse impact of the strong dollar on the 
dinar cost of foreign debt resulted in a setback for efforts toward balance 
of payments equilibrium in the first three years of the Sixth Plan. Little 
improvement is likely during the remainder of the Plan as increased tourism 
and phosphate earnings will be offset by declining oil revenues and worker 
remittances. However, the dollar will probably weaken somewhat in 1985-86, 
alleviating the country's external debt burden somewhat, and while the 
current account balance is unlikely to show substantial improvement the 
deficit is also unlikely to reach the record level seen in 1982, 


Although Tunisia will fail to reach some of the goals set by the Sixth Plan, 
it should be noted that those goals are quite ambitious for a small country 
lacking in natural resources. The country's performance relative to other 
nations of the same income level has been good, and the number of new jobs 
created in 1982-1984 as a proportion of the population far exceeds that of 
the Western European economies during the same period. It is such 
comparisons that have allowed Tunisia to maintain its strong credit rating 
in international financial markets. But the relative strength of the 
Tunisian economy does not touch the perceptions of the average Tunisian, who 
is more concerned with maintaining purchasing power, increasing employment 
and with local development issues. 


The Seventh Five-Year Plan, now being outlined, will continue to address the 
same policy goals as the Sixth Plan -- increased employment, regional 
development, and balance of payments equilibrium. Employment goals will 
assume increased urgency as a result of Sixth Plan job creation shortfalls 
and accelerating growth in the labor pool. Tunisia's relatively high wages 
and worker benefits along with diminishing labor productivity have served to 
dampen demand for labor during the Sixth Plan, making job creation both more 
difficult and more expensive. Indeed, new investment during the first three 
years of the Sixth Plan was heavily capital intensive. Future government 
efforts to reconcile job creation with maintenance of purchasing power among 
the already employed will be politically as well as economically difficult. 
Employment and buying power may be increased simultaneously but only at the 
expense of balance of payments goals (i.e. increased indebtedness). 

Regional development programs will continue to be an expensive means of 
redressing disparities in income distribution unless combined with fiscal 
reform, the latter also a politically charged issue. Tunisia‘'s leadership 
has done an outstanding job of balancing these competing priorities in the 
past and, provided that economic conditions allow them some flexibility, 
should continue to do so in the future. 


Part B. Implications for American Business 


The Tunisian market for American goods and services has traditionally been 
served through European affiliates or distributors. This is likely to 
continue, although the effect of a strong dollar on local currency prices of 
U.S. goods may lead to an increase in direct relations between U.S. 
suppliers and Tunisian firms in an effort to bypass the 30-50 percent added 
to total costs by European intermediaries. 





Trade: 


The Tunisian government expects imports to hold steady at the $3.1 billion 
mark in 1985, roughly 37 percent of nominal GDP. Imports of capital 
equipment, raw materials and semi-finished goods -- in which the U.S. has a 
firm position in the Tunisian market-- should show some growth. Major 
purchases from the U.S. in 1984 were cereals, military hardware, 
pharmaceuticals, plastics, drilling equipment, pumps/compressors, electrical 
equipment and locomotive spare parts. The U.S. is one of Tunisia's major 
suppliers, with an eight percent market share according to Tunisian 
government figures. (Note: These figures do not include many goods of U.S. 
origin sold by third-country suppliers. U.S. Department of Commerce figures 
ut U.S. exports to Tunisia at $433.5 million in 1984 as compared to the 
155.1 million in 1984 indicated by Tunisian authorities). Total U.S. 
exports to Tunisia are only surpassed by exports from France, Italy and West 
Germany. U.S. exports continue to confront aggressive marketing and 
concessional mixed credit financing on the part of the EEC and Japan in 
addition to facing the historical supply relationships with France and other 
EEC countries. Tunisia's small market, distance from the U.S., and 
communications difficulties have limited the response of American companies 
to Tunisian demand, while recent dollar strength has placed constraints on 
that demand. Tunisian purchasing procedures can be lengthy and complicated, 
tending to compound the problems mentioned above. Most major importers in 
Tunisia are state-owned companies and large purchases are made through 
government tenders. Lead times for bid submission are short by U.S. 
Standards; an American company is often required to obtain bid documents, 
translate them into English, prepare the bid (frequently, according the 
European specifications) and translate the bid into French for submissiion 
all within one month. It should also be noted that U.S. firms are not 
always responsive to the requirements of Tunisian buyers; business 
correspondence is seldom prepared in French, letters requesting product 
information or after sales service often go unanswered, and specific tenders 
are occasionally answered with company catalogs or other general information. 


Many of the constraints on sales of U.S. goods can be attributed to problems 
in communication. The easiest way to avoid such problems is to find a 
reliable, active agent as distributor in Tunisia. Firms wishing to find a 
suitable representative may contact the Agent/Distributor Service of the 
U.S. Department of Commerce through the nearest USDOC District Office. The 
Embassy commercial section will also assist business representatives 
visiting Tunis in making contact with appropriate local partners. Periodic 
visits by company officials are useful, and the Embassy would be happy to 
assist business visitors in any way we can. Once again, a local 
representative can be invaluable in maintaining local contacts. Finally, 
the importance of corresponding in French with potential Tunisian buyers 
cannot be overstated. 





Tunisia has a good credit rating and a dynamic internal economy. Growth 
markets for U.S. firms --in addition to those already mentioned-- are water 
resource equipment and technology, construction equipment, data processing, 
renewable energy technology, mining equipment, telecommunications, and 
recreation equipment/management. 


Investment 


Tunisia has the potential to be a suitable base for American firms serving 
Mediterranean, Middle Eastern and sub-Sahara African markets. Expatriate 
personnel will find public services adequate and living conditions 

pleasant. The Tunisian government encourages foreign investment through a 
series of investment promotion codes. Foreign firms producing strictly for 
export receive tax, duty and exchange control advantages; their activities 
are governed by the Export Investment Code of 1972, which permits 100 
percent foreign ownership. Foreign companies producing for the domestic 
market fall under the Investment Code of 1974, revised in 1981. The 1974 
law provided tax and other advantages based on employment creation. The 
1981 revision added incentives for: (a) locating in regions defined by the 
government as underdeveloped, (b) manufacturing high technology products, or 
(c) exporting a portion of output. In point of fact, firms importing raw 
materials or semi-finished goods are generally required to export sufficient 
product to cover the value of their imports. 


The Investment Promotion Agency (API) and its sister organization, the 


Agricultural Investment Promotion Agency (APIA), administer the various 
investment laws and assist new investors in setting up their projects. In 
addition to the incentives outlined in its investment laws, Tunisia offers 
relative political stability, a surplus of semi-skilled labor, moderate 
wages, preferential access to the EEC as well as to many Arab and African 
countries, and well-developed infrastructure. 


The greatest impediment to increased U.S. investment in Tunisia has been the 
fact that American investors bear certain tax burdens not applicable to 
investors from countries with which Tunisia has tax treaties. The U.S. and 
Tunisia signed a treaty eliminating double taxation of corporate income in 
June 1985 and an agreement has been reached with U.S. oil companies reducing 
the income tax base for expatriate employees. However, unless an incoming 
investor presses for a similar agreement before beginning operations, the 
tax burden on its expatriate employees will be heavier than that in many 
other countries. 


Exploration by U.S. oil companies constitutes the largest category of U.S. 
investment in Tunisia, with total yearly expenditures running at about $150 
million. Houston Oil & Minerals expects to begin production on a small oil 
and gas field in late 1985 or early 1986. Equity investment is limited to a 
joint-venture automotive assembly plant which will begin producing in June 
1985, two small food processing plants -- one of which will begin operating 
in October 1985, and several small holdings in local retail companies 





distributing U.S. products. A May 1985 investment conference in Detroit, 
jointly sponsored by General Motors and USAID has attracted additional 
interest in Tunisia on the part of U.S. firms as have previous conferences 
in March 1984 and May 1984. Feasibility studies for joint venture 
production of specialty steel products, electrical components and 
pharmaceuticals are nearing completion, and studies on production of 
plastics, specialty chemicals, and building materials are also underway. As 
a result, U.S. equity investment in Tunisia -- now at about ten million 
dollars -- could grow three - or four- fold in the next two years. 


Americans interested in developing business in Tunisia should contact the 
United States Department of Commerce, Office of the Near East (ONE), 
Washington, D.C. 20230, telephone (202) 377-4652. The Department of 
Commerce also maintains district offices throughout the United States 
staffed by trade specialists who can assist U.S. companies engaged in 
international commerce. The Tunisian Embassy in Washington can also assist 
in business matters; the Embassy is located at 2408 Massachusetts Avenue, 
N.W., Washington, D.C. 20008, Telephone (202) 234-6644. The following 
organizations in Tunisia may also be of assistance in promoting investment 
projects: 


-- Agence de Promotion des Investissements (API) 
20, rue de Syrie 
1002 Tunis Belvédére, Tunisia 
Telex: 12166 
Tel: 287-600 


-- Agence de Promotion des Investissements Agricoles (APIA) 
10, rue Ibn Jazzar 
1002 Tunis Belvédére, Tunisia 


Telex: 12280 
Tel: 288-400 


The American Embassy in Tunis is located at 144, avenue de la Liberté, 
Tunis, Tunisia, Telex 13379, Telephone: 782-566. 








